
Figure 5
Cumulative Returns from December 1990
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Figure 6
Cumulative Returns from December 1991
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First, as would be expected, the equal-weighted portfolio appears to be more volatile. This

implies that the stnaller cable companies arc rlskier.

Second, there are two shaJp drops associaJed with dates that might represent the market's

recognition ofresuJation: the June~Oetober 1992 fall, and the: February-April 1993 fall. The

fonner is associated with the passage of the Cable Act of 1992. The latter is associated with

this Commislion', competitivc-pricc-ca.p decision of April!, 1993, announced in early May

1993.

Strikingly, the price of both portfolios recovers immediately after both events. It might be

useful to explore the reasons for this recovery in more derail. However, the pattern is

compatible with the following explanation. Following passaIC of the Act, investors came

to believe that the CommissiOll's implementatiOll woold not be as severe as they first feared.

The Commission's aceuat proposal in April 1993 was a shock. However, by the end of May

it became clear that telephone companies were or could be .intercsted in the acquisition of

cable companies, to take advantage of synergies and new product options. While the

Commission's rules are intended to establish competitive prices for cable companies

(although we understand that issue is under debate), the value of the companies nonetheless

rebounded in response to thc possibility of a" new round of tran&actions.:11

We tested this explanation by looking at daily stock price movements for the two portfolios

from the end of February to the end ofMay, 1993, and correlating the daily movement with

21 It is not clear just how to treat this rebound. from a regulatory perapective. It appears to brio.
cable stocks bade: close to their pre-relulation levels, even with the competitive price benchmarks
publlclyannounced. This could be taken as evidence that the prc~reaulation levels represented
an undervaluation of the intrinaic value of cable asseta, based on a failure to appreciate their
potential value to buyers IUch as U.S. West If so, the intrinsic competitive market value would
be close to actual pre-rcjUlation market value even if that value contained a modest amount
(under 10 percent) of capitalized monopoly profits based on information Icnown at the time. In
this view, the 1tartina rate base may deserve Uttle or no reduction from pre-rclulation market
value for capitalized monopoly profits.
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news stories in 1M New York ThMI, 1M Wall Street Journal and the OJble TV I~Slor

publiahed by Paul Kagan AsaocWcs. These data are depicted in FiJure 7. The Aprill news

release by the Commission had a em impact on the value of the portfolios. The premature

view that the actual rules were less· stringent than expected led to a price rise in early May

when the na1ea were: released, followed by a sharp drop 1hc next day as investors fully

understood them. However, the Time-Warner, U.S. West deal reached in mid-May sparked

a strong rally. Thus, the daily trading data are consistent with the explanation given above.

In this view, the two price drops arc measures of the market's view of the impact of

regulation. Table 2 reports the falls ar. a percentage ofboth equity and total asset value, both

with and without adjustment for the predicted movements of the stocks relative to the market

in these periods.

Equity 1AtlIa

Raw LOIS

Adjusted Loss

Allee LoaCl!I

Raw Loss

Ad'usted Loss

7.2%

8.9~

19.1 %

22.S'.I

7.4'.1

9.0~

20.5'll.

19.4"

9.0ti

8.4"

21.1 "

19.9'.1

8.3~

7.8~

The equity values Call by about 20 percent, adjusted for market movements. Of course, the

Commission must establish a total scanine rate base, not merely an equity starting ralc base.

Tlms, the Couunission requires an estimate of the competitive market value of cable assets,
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Figure 7
Daily Cumulative Returns of

Cable Service Industry Portfolio
(Fehruary 26,1993 - May 31,1993)
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not merely cable equity. The perccntaBe 1058 in the market value of equity times the market

equity-tO-888Cla ratia22 yields the market value loIS as a share of asset value. This loss is

under 10 percent of pre-regulation market asset value.

These data suggest that if capitalizod monopoly profits did exist, and if investors perceive

the Commission's prioe caps to remove them exacdy (despite the industry view that they

overshoot and go too far). then capitalized monopoly profits are less than 10 percent of the

pre-regulation market value of the companies. A policy consistent with this finding would

be establishment of a starting rate base equal to at least 90 percent of the pre-regulation

rMrket value of assets.2:l

IV. CONCLUSIONS

Historical book cost has virtually nothina to do with the value of competitive finns,

especially in rapidfy growing industries. There is no principled economic basis for selection

of a starting ralc base equal to historical cost. Moreover, given the rapid lrowth of thia

industry. a starting rate base equal to net replacement cost would be well below competitive

market value, too.

The starting ralc base should equal competitive market value. Any shortfall of the S1al'ting

rale base from competitive market value results in an uncompensated 10s8 to cable investors

21 At end-sepr.ember 1992 stock market priccs. the value-weighted portfolio's market equity ratio
is a bit over 38 peroent, and the equat-weiJhted portfolio's market equity ratio is a bit under 34
percent. 'These are adjusted upward for the loss in equity market value to yield market equhy
ratios as of the June 1992 and February 1993 initial dates.

23 As noted above in footnote 21, the May 1993 rc.bound in stock prices may imply that the actual
intrinsic competitive market value is nearly equal to the pre-rc&Ulation value, even if that value
includes a modest amount (under 10 percent) of capitalized monopoly profitt based on
information known at the time.
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equal to that amount. C~ti.tive market value may be difficult to estimate, but there is nD

choice but to do so if such uncompensated losses arc to be avoided.

The response period for the NPRM has .been too short to quantify precisely whether

competitive market value lies below actual pre-regulation market value, siven the data

available. However, there is no strong evidence for substantial capitalized monopoly profits.

Our study of cable syslIml transactions reveals no evidence of capitalized monopoly profits,

but this may be due to the wae amount of -noise- in the underlying daUI.. The stock market

evidence we have been able to analyze in the time available suggests that capitalized

monopoly profits, if they existed, were less than 10 percent of the pre-regulation market

value of the assets.

In the future, if the Commission wants a cost-oC-service slandard that is compatible with its

competitive-price standard, it should choose a Trended Original Cost rate base rather than

an Original Cost one. This will also reduce "rate shocks" when new investments are made

and provide more efficient price signals to cable customers.



APPENDIX A

QUALIFICATIONS OF A. LAWRENCE KOLBE

Lawrence Kolbe is a Principal of The Brattle Group, an economic, rnan~t and
erIvironmenlll1 consulting finn loea.t.ed in Cambridac. Masaachusc:ttJ. Before co-founding
The Brattle Group, be was a Director of Putnam. Ha.yes &. Bartlett. and before that,
he was a Vice President of Charles River Associates (eRA). Before joining CRA,
he was an Air Force OfflCeC assigned to the Officle of the Secretary of Defense with
the job title "Health Economist.· and before that, he was assigned to Headquarters,
USAF with the job title "Systems Analyst.·

His work hal included extensive research in financial economics, especially as it applies
to rate regulation, project or asset valuation, and the decisioos of regulated fmns.
Clients for this work include the California Public Utilities Commission, the Consumer
Advoea.te in a Newfoundland proceeding, the Edison Electric Institute, the Electric
Power Research Institute, the Newfoundland Federation of Municipalitics, the Nova
Scotia Board of Commissioners of Public Utilities, the u.s. Department of Energy, the
U.S. Department of State, the Town of Labrador City. and a number of private firms,
many in rate-regulated industries.

He is the coauthor of two books and has published a number of articles. He is
coauthor of a report filed with the British Offioc of Fair Trading, in London, and he
has been an expert witness in proceedings before a commercial arbitration tribunal in
AUlltralia, the International Bureau of the Permanent Court of Arbitration in The Hague,
the Iran - United States Claims Tribunal in The Hague, U.S. District Courts in
Colorado, New leney. Oklahoma and Texas, a commercial arbitration tribunal held in
London conceminl a dispute in Australia, and the Minerals Management Service of the
U.S. Department of the Interior; in U.S. fcdenl regulatory proceedings before the
Postal Rate Commission, the U.S. Federal Communications Commission. the U.S.
Federal Energy Regulatory Commission and the U.S. Federal Maritime Commission; and
in state or provincial Iqula.tory proceedings in Alaska, Arkansas, California, Maine,
Massachusetts, Michigan, MontaJla, Newfoundland. Nova Scotia, and Virginia.

He holds a B.S. in International Affairs (Economics) from the U.S. Air Force
Academy and a Ph.D. in Economics from the Massachusetts Institute of Technology.

Additional information on his qualifications follows.

HONORS AND AWARDS

Sears Foundation National Merit Scholarship, 1963 (declined).

Fairchild Award, U.S. Air Force Academy, 1968 (for standing first in his class,
academically).



HONORS AND AWARDS (continued)

National Science Founda.tion Graduate Fellowship in c:c:onomics, MIT, 1968-1971.

Joint Service Commendation Medal, 1975

PROFESSIONAL AFFILIATIONS

American Economic Auociation

American Finance Association

The Econometric Society

Referee for 1M Rand Jou1'Ml 0/ Econom1cs, Ltwl Economics, The JoumaJ oj Industrial
EconomiC!

RECENT PAPERS AND PUBLICATIONS

"The Failure of Competit:i.on in the Credit Card Market: Comment" (with Stephen H.
Kalas, Carlos Lapuerta and Stewart C. Myers). Worlcing paper in progress.

"How to Value a Lost Opportunity: Measurement of Damages with or without
Hindsight" (with William B. Tye and Stephen H. Kalos). Working paper in proSl'CSS.

"Event Study of the Effects on Pacific Gu &: Electric's Debt of the Guarantee of
Patific Gas Transmission'S Debt" (with Lynda S. Borucld). TBG report p~pared for
Pacific Gas 4L Electric Company, May 1993.

"It's Time for a Market-Based Approach to DSM" (with M. Alexis Maniatis, Johannes
P. Pfeifenberger and David M. Weinstein). 'l1tt! Electricity loumal 6, 42-52 (May
1993).

&gu/Qlory Risk: Economic Principles tmd Applteation.s to Notural GaJ Pi/UUMS and
OlMr Industries (with William B. Tye and Stewart C. Myers). Boston: Kluwer
Academic Publishers (1993).

"EPA's 'BEN' Model: A Change for the Better?· (with Kenneth T. Wise and M.
Alexis ManiatU), Taxies Law Reporter 7, 1125-1129 (February 24, 1993).

"Who Pays for Prudence Risk?" (with William B. Tye), Public UtiUrtes Fonnightly
(August 1, 1992).

"Types of Risk that Utilities Face," TBG report prqwcd for Niagara Mohawk Power
Corporation, May 7, 1992.
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RECENT PAPERS AND PUBUCATIONS (continued)

"EPA's 'BEN' Model: Challenging Excessive Penalty Calculations· (with Kenneth T.
Wise, Paul R. Ammann and Scott M. DuBoff), Taxies Law Reponer 6, 1492-1496
(May 6, 1992).

"Optimal Time Structures for Rates in Regulated Industries" (with William B. Tye).
Transpol1illion PracdriOMn JourNJ1 :59, 176-199 (Winter 1992).

"How to Value a Lost Opportunity: Defining, Proving and Measuring Damages from
Market Foreclosure" (with William B. Tye and Stephen H. Kalos), Working paper
in progress.

"&vironmental Cleanup Liabilities" (with William B. Tye). Public Udlltiu Fortnightly
(January I, 1992).

"The Fair Allowed Rate of Return with Reau!atory Risk" (with William B. Tye).
Restarch ira Law aNI Economics 15, 129-169 (1992).

"Risk of the Interstate Natural Gas Pipeline Industry" (with Stewart C. Myers and
William B. 1'ye), Washington, DC: Interstate Natural Gas Association of America
(October 1991)

"The Duqlle3f1e Opinion: How Much 'Hops' Ii There for Investors in Regulated
Finns?" (witll William B. Tye). Yale Journal 011 Regultulon, Winter 1991.

"How Far Back Should Prudence Tests Reach?" (with William W. Hogan). Public
UtilitttS Formightly (January 15, 1991).

"Practical Implications of the SupIe11'le Court'8 DUlJua~ Opinion for Regulated
Industries" (with William B. Tye). Public Utilities Fortnightly (August 30, 1990).

"Eva!uatina Demand-Side Options· (with Matthew P. O'Loughlin and Stephen W.
Chapel) Palo Alto, CA: Electric Power Research Institute (To appear).

"Financial Constraints and Electric Utility Capital Requirements," (with Matthew P.
O'Loughlin) Proceedings 01 1M 1989 EPRI· Utility Strategic Issues Forum. Palo Alto,
CA: Electric Power Research Institute (To appear).

"R&D Project Choice - Go with the Loni Shot" (with Peter A. Morris and E1j1;!beth
Olmstead Teisberg). To appear in Re.search· Technology ManagDMnl.

"EPRI PRISM Interim Report: Paroe1/Mc:ssage Delivery Services· (with Richard W.
Hodges), PHB report prepared for the Electric Power Research Institute, RP-2801-2
(June 1989).
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RECENT PAPERS AND PUBLICATIONS (continued)

"Capital Requitements for the U.S. Investor-Owned Electric UtiUty Industry, 1985-200s"
BPlU P-5830. (PHB report with Sarah K. Johnson and Matthew P. O'Loughlin).
Palo Alto, CA: Electric Power Research Institute (lune 1988).

-Are Regulatory Risks Ex4:CUivc? A Test of the Modem Balance between Risk and
Reward for Electric Utility Shareholders" (pRB report with Matthew P. O'Lougblin).
Division of Coal and Electric Policy, U.S. Department of Energy (May 1986).

"Cash Flow Risk, the Cost of Capital, and the Fait Allowed Rate of Return."
Working paper in progress.

"Detennining the Cost of capital for Utility Investments" (with Robert A. Lincoln and
James A. Read, Jr.). In Energy Markets in 1M Longer-Term: PlaMbtg under
Uncertainty. A.S. Kydes and D.M. Geraghty, ed. North-Holland: Elsevier Science
PublisbeD, 198~.

"How Can Rqulated Rates - and Companies - Survive Competition'?" Public Utilitits
Portnigh//y 11S (4 April 1985).

"Inflation and Rate of Return Regulation" (with Stewart C. Myers and William B.
Tye). In RatQrch in TJ'amportatlon Economics, Volume n. Greenwich, Cf: IAI
Press. Inc., 1985.

.. Annual Capital Charges That Will Survive Competition.· Prepared for the 11th
Annual Rate Symposium, The Institute for Study of Regulation. February 1985.

The Q)st 0/ Capital: Estimating ~ RClle of Retum for Public Utilitie3 (with lames
A. Read and George R. Hall). Cambridge, MA: The MIT Press, 1984.

"Conditions for Investor and Customer Indifference to Transitions Among RquIatory
Treatments of Deferred Income Taxes- (with William B. Tye and Miriam Alexander
Baker). 11te Rand (formerly &11) Journol of EcoMmiCS (Fall 1984).

"The Cost of Capital and Investment Strategy· (with Robert A. Lincoln). Management
Review (May 1984).

"Regulation and Capital Formation in the Oil Pipeline Industry· (with Stewart C. Myers
and William B. Tye). Transportation Jounwl (Spring 1984).

-Rcculatory Treatment of Deferred Income Taxes Resulting from Accelerated
Depreciation by Motor Carriers" (with William B. Tye and Miriam Alexander Balcer).
Transportotion Journal (Spring .1984).
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RECENT PAPERS AND PUBLICATIONS (continued)

"The Economics of Midstream Swiu:hea in Regulatory Treatments of Deferred Income
Taxes Resulting from Accelerated DepRciation" (with William B. Tye anet Miriam
Al.cxander Baker). ICC Practitioners' Joumal (Novcmbcr-Dcccm.ber 1983).

"Selection of DilCOWlt Rates for Project Evaluations.· Prepared for the 27th AACE
Meeting. June 1983.

"What Rate of Return Makes Your Energy Investment Worthwhile?" (with Robert A.
Lincoln). Power (April 1983).

-Inflation-Driven Rate Shocks: The Problem and Possible Solutions." Public Ulillties
Fonnlghlly 111 (17 February 1983).

"Inflation and Utility FilWlces: Problems and Possible Solutions. It Presented at the
NARUC Biennial Regulatory Information Conference. September 1982.

"A Model of Capital Market Interactions with Utility Strategic Decisionmaldna...
Presented at the IMACS World Conference on Systems Simulation and Scientific
Computation. August 1982.

"Marginal Cost Pricing with Inflation" (with William R. Hughes). Delivered to the
IABE Conference on International Energy Issues. June 1981.

"The Economics of Revenue Need Standards in Motor Carrier OcneIa1 Increase
Proc:c:edinas" (witb William B. Tye and Miriam Alexander Baker). Trtmspol1Qtion
JoumtJl (Summer 1981).

CRA lleports (Often Written with Otllers)

-Flow-Through Versus Normalization of Deferred Income Taxes for Motor Carriers
(with William B. Tyc and Miriam Alexander Baker). Motor Freighr Controller
(December 1980).

WEvaluating the Effects of Time and Risk on Investment Choices: A Comparison of
Finance Theory and Decision Analysis- (with Applied Decision Analysis, Inc.).
Published by the Electric Power Research Inmtute. January 1987.

"The 'Abandonment Value' of Shorter Leadtimes" (with Applied Decision Analysis,
Inc.). June 1985.

"Rate Shock and Power Plant Phase-In: Discussion Paper of Generic Issues." Published
by the Edison Electric Institute. December 1984.
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RECENT PAPERS AND PUBLICATIONS (oontinued)

CRA Reports (continued)

'Choice of Discount Rates for Utility Planning: A Critique of Conventional Betas as
Risk Indicators for Electric Utilities. .. Published by the Electric Power Research
Institute. February 1984.

·Choice of Discount Rates in Utility Planning: An Attempt to Estimate a Multi-Factor
Model of the Cost of Equity Capital." December 1983.

'Southern California Edison Company Study of Conservation Potential and Goals."
December 1983.

"Economic Costing Principles for Telecommunications." September 1983.

"Analysis of Risky Investments lor Utilities. II Published by the Electric Power
Research Institute. September 1983.

..A Conceptual Model of Discount Rates for Utility Planning." July 1982.

"The Electric Utility Industry's Financial Condition: An Update." Publishec1 by the
Electric Power Research Institute. June 1982.

·Choice of Discount Rates in Utility Planning: Principles and Pitfalls." Published by
the Electric Power Resean:h Institute. June 1982.

"Analysis of the Federal Residential Energy Tax Credits." April 1982.

"Methods Used to Estimate the Cost of Equity Capital in Public Utility Rate Cues:
A Guide to Theory and Practice." March 1982.

"An Analysis of the Interaction of the Coal and Transportation lnduslries in 1990.·
September 1981.

•An Analysis of the Residential &ergy Conservation Tax Credits: Concepts and
Numerical Bmmates." June 1981.

"MethodOlogy for Measurina Consumer Impacts of Automobile Fuel Eoonomy
Regulations." Interim Report. November 1978.
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APPENDIXB

IMPLEMENTATION EXAMPLE FOR TRENDED ORIGINAL COST

This appendix describes procedures for calculating the rate base and revenue requirements

under a TIended Original Cost ("TOC") approach. The TOe methodology was developed

to enable regulated companies to set capital charges' that t:raek the time patterns of asset

values and earnings in competitive industries aubjea to inflation. TOC "writes up" asset

values to reflect inflation, but sets earnings rates and capital charges in reol tenus, that is,

without including any inflation premium in current income. In. each year) a real capital

charge is based on current asset values and tbc remaining life of the investment. The real

capital charge is updated each year to reflect changes in the underlying value of the assets.

Ideally, asset- or indu.stry-speciflc price indices should be used to trend asset values?

However. use of a general inflation index is often a reasonable practice, and these examples

asaume that is to be done here.

The basic fonnula for the updating the rate base is:

RateBasc =End of Year
Rate Base + Rate Base
.Beginning of Year Write-Up

Rate Base
Depreciation

The rate base in the first year is equal to the investment cost (or the startina rate base for

investments in place when regulation began). This number is then multiplied by the

petcerUagc change in the inflation index to get the "writ;e.up· for that year. This write-up

reflects the inerease in the value of the asset.

Capital c:h.arses under b \Iaual definition of the rqulalory v.oeighted-averalc coat of capital 
the aver.,e of the after-tax cost ofequity and the before-tax cost ofdebt -- equal after-tax lnoome
plul tolal interest expense.

2 If this is done, the real rate of return should be adjusted by any expuled difference between
industry-specific and gcnecal inflation, so the overall return return is aptettd to equal the
nominal cost of capital.



An example of the TOC ralc base is given in Table 8-1. It usumes a staJ1in1 rate base of

S100,OOO. While TOC can accommodate any depreciation schedule, the example assumes

straight-line depreciation is used. In this cue, the amount of depreciation is equal to trw

year's undepreciatcd raIc baac1 times a fraction equal to one divided by the expected life of

the asset.4 Thus, if we assume an averaae life of 20 years, depreciation each year is S

percent of the undcprecialcd rate base.

The next year's rate base equals the previous year's rate base plus new acquisitions and

minus retired assets. The adjustments are made both to the total rate base and to the amount

ofdepreciation carried forward into the ~xt ycar. However, in these examples, we assume

there arc no acquisitions or retirements.

Table B-2 derives the revenue requirement under TOC. The standard cost-of~servicc

relationship is used:

REVENUE = EXPENSES + EARNINGS

Here, earnings is the sum of after-tax. net income plus interest expense, while laxcs and

depreciation are part of npenses.5 Under TOC regulation, each regulated company is

allowed a current return on the rate base equal. to the real overall cost of capital times the

, The undepreciated rate bue under TOC reJUlation is equal to the original rate base value times
the ratio of the cumulative inflation index in the current year to the index value in d1e original
yur. For new llIsetS, the "oriainal- year is the year they arc purchased. For investments in the
starting rate bue, the original yev is the -as of" date of the atarting rate base.

• A non-straiJht-line depreciation schedule would simply perform the same calculation using the
depredation fraction appropriale for the year in queatlon.

5 In this example, operaUIlI expenses are set to 10 percent of the starting rate base and grow each
yoar at the rate of inflation. Taxes are calculated at a 40 percent combined state and federal rate.
Interest expenae assumes an initial debt ratio of 60 percent at a 10 percent interest rate, amortized
at the Itraisht·linc depreciation rate. The overall real rate of return is set at 12 percent.
Working capital is 3cl at two months' operating expenses.
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sum of the rate base and an allowance for working capita1. Correctly implemented, the TOe

method &Cllemte5 an ov~rall expected rate of retUrn (current earnings plus asset write-up)

equal to the mte ballC times the nominal cost of capi~, 'Which is the rate of return investors

demand on QV~"(Jge from investments that arc just as risky as the investment at band.

The revenue requirement merely adds up the costs. Taxes are calculated at the statutory

rate, and book deprecia1i.on is assumed to be straight-line, also. The difference between rate

bue and book depreciation is taxable.
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Table B-1
Example of Trended Original COst: Rate Base

Year 1993 1994 1995 1996 1991 1998 1999 2000

1. Calculate Wrtte-Up
Rate Base, beginning of year $100,000 $98,800 $97,999 $96$1 $93,675 $90,982 $88.313 $84,957
x Inftalion Rate· 4.0% ".7% 4.0% 3.4% 3.6% 4.0% 3.6% 4.1%
:: Write-Up $4.000 $4,644 $3,920 $3,273 $3,372 $3,639 $3,179 $3,483

2. Calculate Rate Base Depreciation
StartIng Rate Base $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000
x Cumulative lntIation 104.0% 108.9% 113.2% 117.1% 121.3% 126.2% 130.7% 136.1%
"" Undeprecialed Rale Base $104,000 $108,B86 $113,244 $117,094 $121,309 $126,162 $130,703 $136,D62
x Depreciation Rate 5% 5% 5% 5% 5% 5% 5% 6%
;;0 Rate Base Depreciation $5,200 $6,444 $5,662 $5,855 $0,065 $6,308 $6.535 $6,803

3. Calculate Rate Base, End of Year
Rate Base, beglrving of year $100,000 $98,800 $97,999 $96;257 $93,675 $90,982 $88,313 $84,957
+ Write-Up $4,000 $4,644 $3,93) $3,273 $3,372 $3,639 $3,179 $3,483
- Rate Base Depreciation ($5,2DO) ($6,444) ($5,862) ($5,855) 1$6,065) ($6,308) ($6,535) ($6,803)
= Rate Base. End of Year $98,000 $97,999 $96,257 $93,675 $90,982 $88,313 $84,957 $81,637

*Inllation rate in this exampfe Is a ranmm variable centered on 4 percent annually.



Table B-2
Example of Trended Original Cost: R8venue Requirement

Year 1993 1994 1995 1996 1997 1998 1999 2000

Rewnue Requirement Determination
Rate Base $100,000 $98,800 $97,999 $96,257 $93,675 $90,982 $88,313 $&4.961
+ Wodcing Capital $1," $1,733 $1.815 $1,8ffT $1,952 $2,Q22 $2.103 $2,178
- Rate Base + Working Capital $101,667 $100,533 ••814 $98.144 $95.627 $93,004 $BO,416 $87,136
x Rate of Retum 12% 12% 12% 12% 12% 12% 12% 12!l>
= Current Earnings $12,200 $12,064 $11,978 $11,777 $11,475 $11,160 $10.850 $10,456
+ Rate Base Depreciation $6,200 $5,444 $6,662 $5,856 $6,(1)5 $6,300 $6,535 $6,803
+ Taxss $4:2.67 $4,539 $4,827 $6.021 $6.160 $5.312 $6,457 $5,573
+ Opendlng Expenses $10,000 $10,400 $10,889 '11.324 $11,709 $12,131 $12,616 $13,070
'" AEMlnJe Requrement $31,fYDl $32.,447 $33,355 $33,978 $34,410 $34,912 $35,-458 $35.903

Taxes Worksheet
Current Earnings $12,200 $12,064 $11,978 SH.m $11,475 $11,160 $10,850 $10,456
+ Rate Base Depreciation $5,200 $5,444 $5,662 $5,855 $6,065 $S,3OB $6,535 $6,803
- Book Depreciation ($5,000) ($5,000) f$5,OOO) ($5,000) ($5,000) ($5,000) ($5,000) ($5,000)
- Interest Expense· ($6,000) ($5,700) ($5,400) ($5,100) ($4,800) ($4,500) ($4.200) ($3,900)
=Mer-lax Book lnoome $6,400 $6,808 $7,240 $7,532 $7,741 $7,9tIJ $8.185 $8,359
I (1-tax rate) 60% 60% 60% 60% GOO(. 60% 60% 6O'l't
=Pre-tax. Book Income $10,f£1 $11,347 $12,066 $12.,553 $12,901 $13,281 $13,642 $13,932
- After-tax Book Inoome ($6.400) ($6,808) ($7,2401 ($7,532) ($1,741) ($7,969) ($8,165) ($8,359)
"" T8)(8S $4;!.67 $4.539 $4,827 $6.021 $6,160 $6,312 $5,457 $5,573

*ln1erest expense assumes 60 percent initial debt 1inancing at 10 percent interest. amortized at stralght-lne depreciation Ollte.


